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A BILL TO REPEAL SECTION 809,

WHICH TAXES POLICYHOLDER
DIVIDENDS OF MUTUAL LIFE IN-
SURANCE COMPANIES, AND TO
REPEAL SECTION 815, WHICH AP-
PLIES TO POLICYHOLDER SUR-
PLUS ACCOUNTS

HON. AMO HOUGHTON
OF NEW YORK

IN THE HOUSE OF REPRESENTATIVES

Wednesday, February 14, 2001

Mr. HOUGHTON. Mr. Speaker, I am
pleased to join my colleague from Massachu-
setts, Mr. NEAL, together with a number of our
colleagues in introducing our bill, ‘‘The Life In-
surance Tax Simplification Act of 2001.’’ The
bill repeals two sections of the Internal Rev-
enue Code which no longer serve valid tax
policy goals. Except for the effective date, the
bill is identical to the one we introduced in the
106th Congress

Congress has taken a major step forward in
rewriting the regulatory structure of the finan-
cial services industry in the United States.
This realignment is already having a positive
impact on the way life insurance companies
serve their customers, conduct their oper-
ations and merge their businesses to achieve
greater market efficiencies. Unfortunately, the
tax code contains several provisions which no
longer represent valid tax policy goals, and in
fact are carry-overs from the old tax and regu-
latory regimes that separated the life insur-
ance industry from the rest of the financial
world and differentiated between the stock and
mutual segments of the life insurance industry.
Today, the lines of competition are not be-
tween the stock and mutual segments of the
life insurance industry. Rather, life insurers
must compete in an aggressive, fast moving
global financial services marketplace contrary
to the premises underlying these old, out-
moded tax rules.

In 1984 Congress enacted Section 809,
which imposed an additional tax on mutual life
insurers to guarantee that stock life insurers
would not be competitively disadvantaged by
what was then thought to be the dominant
segment of the industry. Section 809 operates
by taxing some of the dividends that mutual
life insurers pay to their policyholders. When
Section 809 was enacted, mutual life insurers
held more than half the assets of U.S. life in-
surance companies. It is estimated that within
a few years, life insurers operating as mutual
companies are expected to constitute less
than ten percent of the industry.

The tax is based on a bizarre formula under
which the tax of each mutual life insurer in-
creases if the earnings of its large stock com-
pany competitors rise—even when a mutual
company’s earnings fall. The provision has
been criticized by the Treasury Department
and others as fundamentally flawed in con-
cept. The original rationale behind the enact-
ment of Section 809 no longer exists. Accord-
ingly, the bill would repeal Section 809.

Section 815 was added to the Code as part
of the 1959 changes to the life insurance com-
panies tax structure. Before 1959, life insur-
ance companies were taxed only on their in-
vestment income. Underwriting (premium) in-
come was not taxed, and underwriting ex-
penses were not deductible. The change pro-
vided that all life insurance companies paid
tax on investment income not set aside for

policyholders and on one-half of their under-
writing income. The other half of underwriting
income for stock companies was not taxed un-
less it was distributed to shareholders (so-
called ‘‘policyholders surplus account or
PSA’’). The 1959 tax structure sought to tax
the proper amount of income of stock and mu-
tual companies alike and the PSA mechanism
helped implement that goal.

In 1984, Congress rewrote the rules again.
Both stock and mutual companies were sub-
jected to tax on all their investment and under-
writing income. In this context, dividend de-
ductions for mutuals were limited under Sec-
tion 809, and the tax exclusion for a portion of
stock company’s underwriting income was dis-
continued. Congress made a decision not to
tax the amount excluded between 1959 and
1984. Rather the amounts are only taxed if
one of the specific events described in the
current Section 815 occurs (principally dissolu-
tion of the company).

The bill would repeal the obsolete Section
815 provision. Since 1984, the Federal gov-
ernment has collected relative small amounts
of revenue with respect to PSAs as compa-
nies avoid the specific events which trigger
PSAs taxation. There is not a ‘‘fund’’, ‘‘re-
serve,’’ ‘‘provision’’ or ‘‘allocation’’ on a life in-
surance company’s books to pay PSA taxes
because, under generally accepted accounting
principles, neither the government nor tax-
payers have ever believed that significant
amounts of tax would be triggered. Neverthe-
less, the continued existence of the PSAs
does result in a burden on the companies in
today’s changing financial services world—a
burden based on bookkeeping entries made
from sixteen to forty-one years ago to comply
with Congress’ then vision of how segments of
the life insurance industry should be taxed. In
addition, the prior Administration made pro-
posals to require that PSA balances be taxed,
even though no triggering event has taken
place—thus creating additional uncertainty.

The repeal of these two provisions, Sections
809 and 815, would provide certainty, less
complexity, and remove two provisions from
the Internal Revenue Code, which no longer
serve a valid tax policy goal in the life insur-
ance tax structure of the Internal Revenue
Code. We urge our colleagues to join us in co-
sponsoring this legislation.

f
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Mr. BARCIA. Mr. Speaker, today I pay trib-
ute to Sheriff Michael Gage upon his retire-
ment as Huron County’s top law enforcement
official. During his decade-long tenure, Sheriff
Gage pioneered community policing long be-
fore the term became common-place. As a po-
lice officer, as a father, as a devoted member
of his church and contributor to his commu-
nity, Michael Gage serves as a model for oth-
ers to emulate.

Mike’s strength of character, deep sense of
duty and judiciousness earned him a well-de-
served reputation for principled leadership
within the Sheriff’s Department and his com-
munity. His service was marked by a keen un-

derstanding that the law’s reach must be guid-
ed by a firm but measured hand that takes
into account individual and unique cir-
cumstances, as well as one’s duty to strictly
enforce the law.

While never swaying from his duty, Michael
Gage also refused to shrink from offering com-
passion to those in need. During his time and
after his time as Sheriff, Mike demonstrate a
continuing commitment to helping those who
found themselves on the wrong side of the
law. In recent years, Mike has maintained cor-
respondence with numerous former inmates
and attempts to keep them on the right path
by lending a willing ear and a responsive
heart.

In his work and in his life, Michael Gage has
lived out his faith in ways which have made a
real difference for his family and his commu-
nity. Mike has been thoroughly devoted to
Carol, his wife of 34 years, and their three
children, and their family has also reached out
across international borders in hosting 17 ex-
change students in 20 years.

Finally, Mr. Speaker, I am proud to my
friend’s decision to turn in his badge will not
mean a retreat from the dedicated service to
his fellow citizens that has been the bench-
mark of his storied career. In fact, Mike is
wasting no time in continuing his public serv-
ice with his recent election to the Huron Coun-
ty Board of Commissioners. I know the board
will welcome the addition of his significant
knowledge, skills and experience as they work
for the future of Huron County.

I ask my colleagues to join me in expressing
gratitude to Sheriff Gage for his outstanding
service and wish him continued success in
serving the needs of Huron County.
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SOCIAL SECURITY AND MEDICARE
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Mr. RILEY. Mr. Speaker, protecting Amer-

ica’s retirement must be of the highest order.
H.R. 2 is extraordinarily important for guaran-
teeing a secure retirement for Americans. Our
Government must never revert back to raiding
the Social Security trust fund.

We have a moral obligation to not allow the
Medicare or Social Security surpluses to be
carelessly squandered. All funds that are origi-
nally designated for Medicare or Social Secu-
rity must stay there, regardless of a surplus or
not. This legislation mandates that no Social
Security or Medicare surpluses can be used
for any other purpose other than debt reduc-
tion or Social Security and Medicare reform
legislation. The creation of a ‘‘lockbox’’ for
these funds, I believe, is essential for main-
taining the current status of Social Security
benefits and for protecting the future retirees
in our country.

Every American citizen has been promised
a secure retirement and access to health care
in their twilight years, and as representatives
of these citizens, we not only have a profes-
sional duty, but a moral obligation to keep that
promise. The Social Security and Medicare
LockBox Act will guarantee that these funds
will be out of the reach of wasteful govern-
ment spending and kept secure for today’s
beneficiaries and future retirees.
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